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By ALVIN R. 


Statement 23 is important to 
every practicing accountant. 
Shortly after its issuance in De- 
cember, 1947 it became evident 
that there were many misconcep- 
tions concerning its scope and 
meaning. In its recently revised 
form the statement will be sub- 
mitted for approval of the member- 
ship of the American Institute of 
Accountants at this year’s annual 
meeting. I have every confidence 
in the soundness of the principle 
at the core of Statement 23—so 
much so that I find it difficult to 
believe that any accountant, 
whether his practice be small or 
extensive, can fail to endorse that 
principle once he understands its 
professional and personal implica- 
tions. The dissipation of any re- 
maining misunderstandings is a 
matter of some importance. There 








*Mr. Jennings is Chairman of the Com- 
mittee on Auditing Procedure of the Ameri- 
can Institute of Accountants. Statement 23 
was issued by this Committee in 1947, and 
has been the subject of considerable discus- 
sionamongaccountantssincethat time. This 
paper was delivered at the Second Graduate 
Study Conference, University of Michigan, 
in June, 1949, 





Do We Want Opinions by Default? 


A Discussion of Statement No. 23 on Auditing Procedure 


JENNINGS* 


is no better way of accomplishing 
this than at forums such as this 
and I am grateful for the oppor- 
tunity of conferring with you on the 
subject. I particularly urge those 
of you who came as dissidents to 
marshal your arguments and pre- 
sent them at the discussion session. 


HISTORICAL DEVELOPMENT 


Statement 23 An Outgrowth of 
Extensions of Auditing Procedure: 
Perhaps it would be well to start 
at the beginning. Statement 23 
has its roots in the well known 
“Extensions of Auditing Proce- 
dure.”” That pronouncement, issued 
as number one in the series of 
Statements of Auditing Procedure, 
took the position that: 


The independent certified public ac- 
countant should not express the opinion that 
financial statements present fairly the posi- 
tion of the company and the results of its 
operations, in conformity with generally 
accepted accounting principles, when his 
exceptions are such as to negative the 
opinion, or when the examination has been 
less in scope than he considers necessary. 
In such circumstances the independent cer- 
tified public accountant should limit his 
report to a statement of his findings and, if 
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appropriate, his reasons for omitting an 
expression of opinion.! 


I ask you to take particular note of 
the rather vague and inconclusive 
phrase “if appropriate.” It has a 
significance which I would like to 
discuss later. 


Further on in the discussion, at 
the point where the form of ac- 
countant’s report or opinion is 
under consideration, Extension of 
Auditing Procedure includes a most 
enlightening interpretative com- 
ment in these words: 

In explanation of the general principles 
governing the auditor’s opinion, with par- 
ticular regard to explanations and excep- 
tions, it is pertinent to state that the auditor 
satisfies himself as to the fairness of the 
statements “by methods and to the extent 
he deems appropriate” . . if he con- 
siders it in the interest of clear disclosure of 
material fact to include explanations of 
procedures followed, he is free to do so. If, 
on the other hand, such disclosures are made 
by reason of any reservation or desire to 
qualify the opinion, they become exceptions 
and should be expressly stated as such in the 
opinion paragraph of the auditor’s report. 
As previously stated, if such exceptions are 
sufficiently material to negative the expres- 
sion of an opinion, the auditor should refrain 
from giving any opinion at all, although he 
may render an informative report in which 
he states that the limitations or exceptions 
relating to the examination are such as to 
make it impossible for him to express an 
opinion as to the fairness of the financial 
statements as a whole.’ 





1Extensions of Auditing Procedure, as 
modified and approved September 19, 1939 
—Page 5. 

*Extensions of Auditing Procedure, as 
modified and approved September 19, 1939 
—Page 9. 


The Need for Clarification: Now, 
if I may, I would like to return to 
the phrase “if appropriate’ to 
which I directed your attention. 
Practice following the issuance of 
Extensions of Auditing Procedure 
demonstrated that there were com- 
paratively few cases in which it 
seemed to be appropriate for the 
accountant to include in his report 
his reasons for omitting an expres- 
sion of opinion. This was clearly 
pointed out by Mr. Ira B. McGlad- 
rey in an admirable article in which 
he recited the conditions encoun- 
tered by his firm as a result of the 
acquisition of seven accounting 
practices over a period of twenty 
years.’ 


The need for some additional 
official pronouncement was ex- 
pressed by the Committee on 
Auditing Procedure in these words: 


The presentation of financial statements 
on the stationery or in a report of an inde- 
pendent public accountant without a 
definitive expression clearly indicating the 
representations he is making as to their 
fairness tends to create uncertainties in the 
minds of those who do not have special in- 
formation regarding the preparation of the 
financial statements. In such cases, these 
third parties have no basis for determining 
what inferences are warranted by the associ- 
ation of the accountant’s name with the 
financial statements and may place undue 
reliance upon them. 

Illustrative of the practices which fre- 
quently give rise to such uncertainties are 
the following: 





8 Journal of Accountancy, November, 1946, 
“What is the Accountant’s Proper Re- 
sponsibility?” 
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(a) The presentation of financial state- 
ments on the stationery of the 
accountant without comment, opin- 
ion, or signature; or with the asser- 
tion that the statements are ‘‘for 
management purposes only.” 


(b) The omission of an expression of 
opinion or of a specific disclaimer of 
an opinion in a report of an ac- 
countant in which financial state- 
ments and comments on the scope 
of the audit are included. 


In the first case it is not clear whether, 
by his silence, the accountant intends to 
express unequivocal satisfaction with the 
financial statements or whether he intend 
to disclaim any opinion at all. The assertion 
that the statements are “‘for management 
purposes only” leaves the reader in doubt 
as to whether it indicates a limitation on the 
scope of the audit examination, whether it 
merely designates the form in which fully- 
approved statements are presented, or 
whether it has some other significance. In 
the second case, there is a review of the 
accountant’s procedures, but it is not clear 
whether those procedures were sufficient to 
permit the expression of an opinion.‘ 


Statement 23 Is Essentially a 
Doctrine of Disclosure: From this 
brief historical sketch it is, I believe, 
clear that Statement 23 is concerned 
with one thing and one thing only 
—the accountant’s responsibility 
first, in any given case to appraise 
the extent to which the work done 
enables him to express a significant 
opinion; and second, to report his 
conclusions in such manner that 
third parties may not be misled to 
a dependence upon his examination 
which is not warranted by the facts. 





‘Statement on Auditing Procedure No. 
23, December, 1947—Paragraphs 1, 2 and 3. 


Some Misimpressions: Some of 
the objections which have been 
raised to Statement 23 have their 
origin in the mistaken impression 
that the statement requires the 
client to accept auditing work 
which he does not wish to have 
done and for which he has no real 
need. This misconception is typi- 
fied by one objection which came 
to my attention. In that instance, 
the accountant expressed concern 
about Statement 23 because he 
believed it would require him in 
all cases to follow the generally 
accepted auditing procedures laid 
down by Extensions of Auditing 
Procedure. I challenge anyone to 
find anything in Statement 23 
which defines, specifies or requires 
an examination of any particular 
degree or scope. 

All of us realize of course that 
there are auditing standards which 
must be observed if the accountant 
has undertaken to place himself in 
a position where he may, with 
justification, express an overall 
opinion upon the financial state- 
ments. These standards, per se, 
have nothing to do with Statement 
23. As you know, they are dealt 
with elsewhere in pronouncements 
of the Committee on Auditing Pro- 
cedure, most notably in the special 
report on that subject issued in 
October, 1947. Thus, Statement 
23 is not pertinent to the question 
of the type of service which an 
accountant may properly agree to 
render; is mot concerned directly 
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with the auditing procedures which 
might be applicable in any particu- 
lar engagement; does not establish 
any rules or create any criteria for 
the purpose of determining whether 
the accountant’s examination con- 
forms to generally accepted audit- 
ing standards; and, lastly, does not 
indicate, suggest or dictate to the 
accountant when or under what 
circumstances he should qualify 
his opinion. It is worthy of repe- 
tition that Statement 23 is con- 
cerned only with elevating the 
standards and increasing the use- 
fulness of accountants’ reports. 
The Committee on Auditing Pro- 
cedure, through Statement 23, has 
advanced the proposition that the 
accountant has an obligation to 
state whether or not his examina- 
tion has been such as to enable him 
to express an opinion. If it should 
transpire that an accountant, hav- 
ing rendered an opinion, erred in 
his appraisal of the adequacy of his 
basis for such opinion, he may 
encounter difficulty under other 
auditing pronouncements, but he 
will nevertheless be in compliance 
with Statement 23. Should the 
accountant conclude his examina- 
tion has been inadequate to enable 
him to express an unqualified 
opinion then, as was equally true 
prior to the issuance of Statement 
23, he may express a qualified 
opinion excepting only in those 
cases where his exceptions are such 
as to negative an opinion. When 
the scope of his examination or the 


materiality of his exceptions are 
such that it would be improper to 
express a qualified opinion, State- 
ment 23 provides that he should 
affirmatively disclaim the ability 
to express an opinion on the finan- 
cial statements considered as a 
whole and should clearly indicate 
the reasons therefor. 

Disclaimer Need Not Be Stereo- 
typed: I have been asked whether 
the accountant’s disclaimer of the 
ability to express an opinion must 
be expressed in a prescribed fashion. 
The answer is ““No’”’—I believe that 
Statement 23, as revised, makes it 
clear that any expression which 
distinctly states that an opinion 
has been withheld and gives the 
reasons why, would be suitable. 
There must however, and again 
this is the essence of Statement 23, 
be an affirmative declaration—the 
accountant may not rely upon a 
recitation of omitted procedures as 
a substitute. 

Statement 23 and Unaudited Data: 
A rather important portion of the 
services rendered by many prac- 
titioners involves the preparation 
of financial statements from books 
of account without audit. Many 
accountants have followed the prac- 
tice of submitting such statements 
on their own stationery. Others 
have adopted a policy of submitting 
unaudited data on plain paper 
because they believe the association 
of their name with the data could 
be the cause of third parties attribu- 
ting to such statements an unin- 
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tended inference of dependability. 
The objection to Statement 23, 
as Originally issued, on the part of 
many accountants rendering ser- 
vices of this type was that the 
language of Paragraph 4 may be 
interpreted to prohibit the sub- 
mission of the unaudited statements 
on the stationery of the accountant. 
Many of these objectors could not 
understand how third parties could 
possibly be misled if, as was their 
practice, they were careful to accom- 
pany such statements with phraseol- 
ogy whichclearly indicated that they 
had not been subjected to audit. 
The Committee on Auditing Pro- 
cedure felt that the objection was 
valid and it was principally to 
clarify Statement 23 in this par- 
ticular that the recent revision was 
undertaken. 

As revised, Statement 23 makes it 
clear that the submission of un- 
audited financial statements on the 
stationery of the accountant when 
accompanied by a warning such as 
“prepared from the books without 
audit” is sanctioned. As I have 
indicated, some accountants were 
already following this precaution 
before Statement 23 was issued. 

I have been told that it was the 
custom of others to submit un- 
audited data on their stationery 
without such a warning. I have 
heard stated a number of reasons 
why those following this practice 
felt it to be justifiable. I have not 
been impressed by the reasons 
advanced and it has always seemed 





to me that the adherents expose 
themselves needlessly to any num- 
ber of difficulties which might 
easily arise from the misunder- 
standing on the part of third parties 
as to the significance (perhaps I 
should say lack of significance) in 
the association of the accountant’s 
name with the unaudited data. To 
this latter group the requirements 
of Statement 23, as amended, may 
well prove to be a distinct service. 
Should any of you doubt this con- 
clusion I suggest you submit the 
question to your legal counsel. 
Ask him what the consequences 
might be if unaudited data pre- 
sented on your stationery, without 
any warning to that effect, should 
turn out to the detriment of third 
parties to materially misrepresent 
what it purports to present. I 
suspect he will tell you that at best 
you may be put to considerable 
effort and expense to establish that 
you have no liability. I suspect, 
also, that he will recommend that 
you immediately discontinue the 
practice of issuing such data on 
your letterheads—if you are per- 
suasive you may get him to agree 
that you can continue the practice. 
if you conform it to meet the 
requirements of Statement 23. 
Recently, I was discussing this 
aspect of Statement 23 with a man 
who has a comparatively small 
practice. He remarked that for 


some years he has submitted un- 
audited statements on his stationery 
without indication that no audit 
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had been made on the theory that 
if he made no affirmation of having 
made an audit the third parties 
had no grounds for assuming that 
one had been made. He informed 
me that he changed his practice 
after it had come to his attention 
that in one instance the type of 
service which he had rendered had 
been grossly misrepresented to a 
third party. He immediately 
adopted the policy of accompanying 
such data with an explicit warning 
that no audit had been made. 


APPLYING STATEMENT 23 
IN PRACTICE 


The accountant who is inter- 
ested in discharging his professional 
obligations is going to study State- 
ment 23 carefully before he makes 
up his mind whether or not he 
approves. I am not under any 
illusion that his deliberations are 
going to be completely objective— 
I am not even sure that they should 
be. When he studies Statement 23 
he will have many things in mind. 
How will it affect his client rela- 
tions? Will it cost him business? 
If he finds the principle of State- 
ment 23 sound in theory, how best 
to proceed to put it into practice? 
What revisions will it occasion in 
his reports? I shall now deal with 
these and similar questions. 

Client Relations: There is no 
reliable basis for estimating the 
volume of accounting work done 
as to which Statement 23 will 
require revisions in practice. It 


must be substantial. The experi- 
ence of one firm, which undertook 
to apply the principle of Statement 
23 several years prior to the issu- 
ance of that statement, is illumin- 
ating. In an article which will be 
published shortly, Mr. Ira B. 
McGladrey, to whom I have pre- 
viously referred and a partner of 
the firm in question, reports that 
relations with fully 80 per cent of 
their clients were affected. In my 
judgment, he and his partners set 
about to accomplish their goal in 
an orderly and intelligent fashion. 

They concluded that it would be 
necessary to have a full discussion 
of the problem with each client to 
whom they were rendering service 
of a scope inadequate to permit 
an overall opinion. They did not 
try to persuade clients to agree to 
have sufficient additional work 
undertaken to permit the firm to 
express such an opinion. Rather, 
their campaign was based on the 
essentially sound conclusion that 
no useful purpose would be served 
by endeavoring to persuade clients 
to have work done for which there 
was no economic or business justi- 
fication. Where it was not neces- 
sary to have an examination made 
to satisfy the requirements of third 
parties, clients were informed that 
if they were intimately enough 
acquainted with the operations of 
the business so as not to require 
a complete examination for their 
own satisfaction there did not ap- 
pear to be any useful purpose in 
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extending the audit procedures 
previously employed. 

Mr. McGladrey reports that his 
firm entered into this project with 
the belief that their adoption of 
the new standard of reporting 
might well occasion the loss of as 
much as 25 per cent of their prac- 
tice. They were prepared to assume 
this loss in order to get on a sounder 
professional basis. The campaign 
has been eminently — successful. 
Many of their clients, after the 
benefit of a full discussion of the 
problem with one of the partners 
of the firm, decided of their own 
volition to have the audit proce- 
dures expanded to the point neces- 
sary to permit the submission of an 
opinion. The volume of business 
instead of decreasing actually in- 
creased. Almost no clients were 
lost. The percentage of services 
rendered which resulted in opinion 
reports was trebled. 

Partial Examinations: Should 
Statement 23 be approved by the 
membership of the American Insti- 
tute of Accountants, partial ex- 
aminations will not thereby become 
a thing of the past. Both the small 
and the larger practitioner will 
continue to be in a position of 
being able to render useful service 
to many clients short of complete 
examinations. 

The examination which best typi- 
fies the “partial’’ examination cate- 
gory is the one in which accounts 
receivable are not confirmed and 
the accountant is not permitted 





to check upon the physical existence 
of inventories. 

Most accountants have been 
rendering long form reports on 
this type of audit which faithfully 
describe the omitted generally ac- 
cepted auditing procedures. State- 
ment 23 required only that such 
reports be amplified to convey the 
true significance of the omissions. 
In the majority of instances, the 
accountant probably will not be 
able to express even a qualified 
opinion when he has not confirmed 
receivables or been in attendance 
when inventories were taken be- 
cause the amounts of these assets 
are usually material. Under suc 
circumstances, audit reports on 
these examinations, under State- 
ment 23, must include a disclaimer. 
I have previously mentioned that 
the accountant is free to draft his 
own disclaimer, as he should be if 
he is to express himself lucidly 
under the varying conditions of 
practice. There is no reason why 
the disclaimer should create the 
impression that no dependence 
whatever may be placed upon the 
statements or the work which was 
done by the auditor. The following 
paragraphs are illustrative of ones 
which might be suitable. They are 
not intended or recommended for 
universal application. 


We have examined the balance sheet of 
XYZ company as of June 30, 1949 and the 
related statements of income and surplus 
for the year then ended. Our examination 
was made in accordance with 


47 
generauy 
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accepted auditing standards, and according- 
ly included such tests of the accounting 
records and such other auditing procedures 
as we considered necessary in the circum- 
stances except as noted in the immediately 
following paragraph. 

At your request, and with the under- 
standing that the resulting examination 
would not be adequate to permit us to 
express an opinion as to whether the finan- 
cial statements, considered as a whole, 
fairly present the financial position of your 
company at June 30, 1949 and the results 
of its operations for the year then ended, 
we did not follow the generally accepted 
auditing procedures of communicating with 
debtors to confirm accounts receivable 
balances and of observing and testing the 
methods used by your employees in deter- 
mining inventory quantities at the year end. 
We do report, however, that during our 
examination nothing came to our attention 
which would cause us to question the 
amounts at which the accounts receivable 
and inventories are shown upon the accom- 
panying balance sheet. Further comments 
describing the extent of our examination 
and presenting our findings follow. 


““Piecemeal” Opinions: A very 
interesting question arises as to the 
propriety of an auditor expressing 
any opinion when his examination 
has been insufficient to enable him 
to express an opinion on the state- 
ments considered as a whole, or 
where his examination has disclosed 
a material area of the statements 
as to which he is unable to form an 
opinion by limitation of circum- 
stances or as to which some differ- 
ence of opinion exists between the 
accountant and his client as to the 
acceptability of the accounting 
principles in use. Statement 23, 
both as originally issued and as 


revised, provides that under circum- 
stances where the independent cer- 
tified public accountant is not in a 
position to express an opinion on 
the financial statements taken as a 
whole, after he has made that fact 
clear, he may properly, to the extent 
that the scope of his examination 
and his findings justify, comment 
further as to the compliance of the 
statements with generally accepted 
accounting principles in respects 
other than those which require the 
denial of an opinion on the overall 
fairness of the financial statements. 

There are those who consider 
the submission of so-called ‘‘piece- 
meal” opinions as unsound. Those 
who hold this view regard the 
financial statements as an inte- 
grated whole and believe that it 
would be apt to be misleading to 
third parties if an accountant, who 
has not satisfied himself as to the 
integrity of the financial situation 
as a whole, is permitted to express 
opinions on a portion of such 
statements. I do not share these 
views. It seems to me that we 
have gone as far as we may reason- 
ably be expected to go in the 
interest of third parties when we 
require the accountant who is 
unable to express an overall opinion 
to say so categorically in his report. 
I find some difficulty in persuading 
myself that those who rely upon 
accountants’ reports could be mis- 
led by any comments or opinions 
thereafter included by the ac- 


countant for the purpose of clarify- 
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ing the degree of dependence which 
may appropriately be placed upon 
the work actually done. My point 
may be somewhat clearer when 
translated into terms of a concrete 
example of a report which I quote 
from Montgomery’s Auditing: 


. . . We did not observe the taking of 
the inventory amounting to $.... at the 
. .. plant, nor are the inventory records 
at that plant such that it is practicable for 
us to satisfy ourselves as to such inventory 
by alternative auditing procedures. In all 
other respects our examination was made 
in accordance with generally accepted 
auditing standards and accordingly in- 
cluded such tests of the accounting records 
and such other auditing procedures as we 
considered necessary in the circumstances. 

Owing to the limited scope of our exami- 
nation with respect to inventories we are 
unable to express an opinion as to the fair- 
ness of the accompanying financial state- 
ments as a whole. In all other material 
respects, in our opinion, the accompanying 
financial statements present fairly the 
assets (other than inventories at the... 
plant), liabilities and capital of the Blank 
Company at December 31, 1948, and the 
income, costs (other than such costs as 
may be affected by possible misstatement 
of the inventory at the ... plant) and 
expenses for the year then ended in con- 
formity with generally accepted accounting 
principles applied on a basis consistent with 
that of the preceding year.® 


Interim Reports: Many of you 
contract with clients to make an 
examination at the close of the 
fiscal year sufficient to enable you 
to express an opinion and, in addi- 
tion, undertake to advise on the 
preparation of financial statements 
monthly or quarterly during the 





57th Edition, 1949, Page 71. 


year. In many such instances, the 
statements prepared during the 
year are principally, if not exclu- 
sively, for the use of management, 
although, of course, you never have 
any real assurance that their use 
will be so restricted. In still other 
cases your client is under agreement 
with his bank to provide periodic 
statements and a third party 
interest clearly exists. Does State- 
ment 23 apply to all financial 
statements with which you permit 
your name to be associated without 
regard to the period covered by such 
statements? I would say that it does. 

It is a reasonable proposition 
that third parties should attach 
greater weight to interim financial 
statements under circumstances 
where the independent certified 
public accountant makes an ex- 
amination on at least one occasion 
during the year. Notwithstanding 
the applicability of Statement 23, 
there is no reason why the ac- 
countant may not indicate in his 
report that under his arrangements 
with his client an examination of a 
scope sufficient to enable the ac- 
countant to express an opinion is 
made on one occasion during the 
year. A suitably worded section 
of a report prepared under these 
circumstances might read as 
follows: 


We submit herewith financial statement® 
of XYZ Company for the three months 

SEach of the statements bears the follow- 
ing inscription: 

“To be read only in conjunction with the 
comments in the accompanying report.” 
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ended March 31, 1949. Under the terms 
of our engagement, it is only at the close of 
the company’s fiscal year, December 31, 
that our examination is sufficient in scope 
to permit us to express an opinion on the 
financial statements of the company. 


In accordance with generally accepted 
auditing standards, certain phases of our 
annual examinations are conducted on an 
interim basis throughout the year but the 
extent of such interim work, as previously 
stated, is not adequate to enable us to 
express an opinion upon the financial state- 
ments prepared during the course of the 
year. We report, however, that nothing 
has come to our attention during the con- 
duct of our interim work in 1949, to date, 
which would cause us to question the 
accompanying financial statements. 


Statements Prepared on a Cash 
Basis: One of the problems which 
will confront many practitioners is 
how to apply Statement 23 to 
reports dealing with financial state- 
ments prepared on a cash basis. 
There are still many organizations 
which find this basis of accounting 
appropriate to their needs. Some 
accountants in reporting upon 
financial statements prepared on 
this basis have proceeded on the 
premise that it was proper to 
express an opinion qualified by an 
explanation of the basis upon which 
the statements were prepared. Per- 
haps in an endeavor to distinguish 
these opinions from those which 
were regarded as suitable to the 
accrual basis of accounting, many 
such accountants would omit refer- 
ence to the conformity or noncon- 
formity of the statements with 


generally accepted accounting 
principles. 

In my judgment the first decision 
to be made by the auditor who has 
examined financial statements pre- 
pared from accounts kept on the 
cash basis is whether or not it is 
possible for the statements under 
the circumstances as they exist in 
the particular case to present fairly 
position and results of operations. 
Many trade associations and organi- 
zations of similar character keep 
their accounts on a cash basis. In 
the majority of operations of this 
character, accruals at the year end 
are not significant. Under such 
circumstances there often is only 
an immaterial difference between 
position and results of operations 
whether the cash or the accrual 
basis of accounting is used. In 
other instances, as for example 
where the cash basis is employed 
by a professional partnership, such 
as a law firm, there may be sub- 
stantial fluctuations in the year-end 
accruals. Under these last cir- 
cumstances the statements are 
inherently incapable of fairly pre- 
senting position and results of 
operations. The fact that they 
may satisfy all of the needs of the 
partners is not material to the 
issue. Once the accountant has 
decided whether the cash basis 
does or does not fairly reflect the 
situation, his problem is one of 
drafting a suitable report. Ob- 


viously, in those cases where state- 
(Continued on page 22) 
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How to Make Money Selling Tickets* 


By J. WALKER VoRIS 
(Los Angeles Office) 


An interesting and lucrative field, 
for a person of easy conscience, is 
the distribution of tickets for col- 
lege or university athletic events. 
One experienced operator, after 
reviewing procedures at a promi- 
nent university, estimated that 
he could clear in excess of $50,000 
a year, if no independent audit 
was made. 

A person desiring to enter the 
field should have little difficulty 
in obtaining a position with an 
institution of his own choice. In- 
stitutional salaries are notoriously 
low, and the work is highly sea- 
sonal. Persons not cognizant of 
the potentialities become  dis- 
couraged easily, and personnel 
turnover is, as a consequence, very 
high. 

Although metropolitan univer- 
sities usually offer the finest oppor- 
tunities, the smaller schools should 
not be overlooked. Often circum- 
vention of internal control measures 
is easier at a small school, and a 
wider scope of activities is possible. 
The capacity of the football sta- 





*The reader will soon discover that this 
article is written from a “Through the 
Looking Glass” point of view. On the other 
side of the mirror the author is careful to 
point out control or corrective measures to 
prevent the successful conclusion of such 
misdirected enterprise.—Ed. 


dium is often a better measure of the 
inherent possibilities of a position 
than student enrollment. If possi- 
ble, a school with a consistently 
winning team, or one that regularly 


schedules colorful and _ widely 
publicized opponents, should be 
chosen. 


Those already employed by a 
college or university will probably 
find it advantageous to remain 
with that school, particularly if 
they are considered to be trusted 
employees. Familiarity with school 
personnel and with routines often 
permits use of methods which would 
not otherwise be available. 

There are two major factors 
which make the distribution of 
tickets for college and university 
athletic events more profitable than 
for other types of activities: 

1. Football tickets are a powerful public 
relations instrument. As a result, com- 
plimentary tickets are distributed with 
a free hand, and “hard-boiled” ticket 
control measures are considered to be 
inadvisable. 


~ 


2. The amount shown on the face of a 
ticket is no measure of its fair market 
value. Frequently tickets seli for 
several times their face amount, and a 
premium can always be demanded for a 
choice seat. 

The first of these factors results 
in enhanced opportunity for ob- 
taining tickets which, as a result 
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of the second factor, can readily 
be sold to scalpers. 

Before consideration of specific 
operating procedures, it is well to 
review certain general steps which 
should be taken to assure efficient 
and continued activities: 


1. Undisturbed access to the ticket inven- 
tory is essential. Often it is more profit- 
able to be the ticket custodian than to 
be in charge of all ticket department 
operations. 


i) 


. Ticket department personnel are usually 
requested to work at the stadium on the 
“day of the game.’’ Opportunities for 
augmenting income can be increased 
materially by obtaining a suitable posi- 
tion on the stadium staff. 

3. It is excellent practice to delay prepara- 
tion of entries and posting of records 
for as long as feasible. Even the most 
carefully thought-out plans sometimes 
go awry, but cover-up is often possible 
if records are far enough behind. 

4, Avoid detailed entries whenever possible. 

Entries summarized from “scratch 

paper” records are much harder to 

check, and cover-up entries can be dis- 
guised more readily. 


The usual method of recording 
ticket transactions is to set up the 
number of tickets printed and 
deduct therefrom the number of 
tickets sold or complimented. The 
balance should be in agreement 
with the physical inventory of 
unsold tickets (deadwood). Any 
audit of transactions generally 
follows the same pattern and nor- 
mally includes checking the record- 
ing of tickets printed and counting 
the deadwood. The computed 


dollar amount of tickets issued is 
then compared with the recorded 
amount of sales and issues of com- 
plimentary tickets. The following 
suggested methods (for the am- 
bitious operator) assume that such 
audit is made. If not, his oppor- 
tunities are virtually unlimited. 


PRINTING EXTRA TICKETS: 


One of the most profitable meth- 
ods of supplementing earnings is 
by having extra tickets printed. 
The most popular practice is to 
place an order for a duplicate block 
of tickets in a section which will be 
sold out each game. An equal 
number of choice tickets can then 
be sold to scalpers and the shortage 
covered by placing the duplicates 
in the deadwood after the game. 
If duties include selling tickets, 
sales to scalpers may not be neces- 
sary. 

Ordering blocks of tickets can 
usually be done without collusion 
with the printer even at schools 
which require that tickets be or- 
dered by purchase order. However, 
if seat locations must be detailed 
on the purchase order, it is advis- 
able to ascertain whether purchase 
orders are being checked against 
each other. This can usually be 


determined by trial and error. If 
two or three carefully recorded 
orders for duplicate tickets are not 
detected, it is reasonably safe to 
neglect recording subsequent du- 
plications. 
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Collusion with the printer is 
advisable if independent auditors 
examine game settlement reports. 
One of their usual procedures is to 
obtain, direct from the printer, 
confirmation of the number of 
tickets of each classification which 
have been printed and to compare 
these amounts with amounts re- 
corded on the books. 

It is possible, however, to achieve 
a degree of collusion with the 
printer without his knowledge. 
Even the most experienced ticket 
printers consistently make errors, 
not infrequently duplicating tickets 
for complete rows. Reporting 
shortages and forgetting overages 
usually will produce substantial 
supplemental earnings. This 
method, of course, is not available 
at the few schools which insist on 
tickets being delivered only to the 
receiving department where they 
are checked in detail against pur- 
chase orders. 

There is one clever device that is 
usually overlooked. In many stadi- 
ums there is a variation in the 
number of seats which comprise a 
row. The printer, therefore, gener- 
ally sets his numbering machines to 
print up to the highest seat number 
and then discards tickets for non- 
existent seats. Practically 
any print-shop employee can pocket 
the discards, and an offer of a pair 
of fifty-yard-line tickets will usu- 
ally produce a handful. These 
discarded tickets are just as useful 
as duplicate tickets for covering 


deadwood shortages. However, it 
is wise to delay this practice until 
it has been determined that the 
auditors do not compare deadwood 
with seating charts. 


Collusion with the printer is often 
advantageous as it permits duplica- 
tion of small groups of tickets 
rather than large blocks. Block 
duplications are discernible im- 
mediately if photographs of the 
stands are taken during the game. 
The photographs will show that 
areas which should have been 
vacant, since the tickets were in- 
cluded in deadwood, were actually 
occupied. Detection of group du- 
plications is much more difficult. 
It is usually necessary to sort or 
carefully search gate stubs to locate 
stubs for seat locations which are 
duplicated by tickets included in 
the deadwood. 


While attendance figures deter- 
mined by turnstile registers or stub 
counts are seldom used except for 
publicity releases, it is generally 
advisable to limit duplications to 
prevent attendance from exceeding 
the recorded number of tickets 
issued. As a rule, however, the 
number of ticket holders who fail to 
attend the game is sufficient to pro- 
vide a comfortable margin for 
duplications. 


A few schools carefully control 
gate stubs and periodically check 
stubs against deadwood. It is wise 
to avoid any ticket duplications if 
it appears that this is being done. 
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MAKING TICKETS FROM STUBS: 


Many schools treat ticket stubs 
with little more respect than that 
accorded waste paper. In proper 
hands, a ticket stub will assume the 
value of an intact ticket. 


The physical existence of tickets 
is an integral part of most ticket 
accounting systems. Therefore, 
when tickets are exchanged after 
entry into the stadium, it is neces- 
sary to restore the original ticket 
to the status of an unused ticket. 
The usual procedure is to collect the 
seat identification check from the 
original ticket and clip it to the 
gate stub from the new ticket. 
The combination is then acceptable 
for inclusion in deadwood. A simi- 
lar procedure is used for season 
tickets exchanged after the first 
game or two. Stubs are pulled 
from the new ticket to take the 
place of the stubs missing from the 
original ticket. 

Within reasonable limits, it is 
possible to cover shortages in dead- 
wood with manufactured “ex- 
changed” tickets. It is a simple 
matter to pick up a few seat identi- 
fication checks after a game. At- 
taching gate stubs obtained from 
the stub boxes makes reserved seat 
tickets. It is even simpler to 
create general admission dead- 
wood, as gate stubs usually are 
merely one-half of the ticket, and 
thus are identical with identifica- 
tion checks. Therefore, a general 
admission stub and a reserved seat 


stub, both retrieved from stub 
boxes, will make a general admis- 
sion ticket. However, since gen- 
eral admission tickets normally are 
sold only at the stadium, the 
additional general admission dead- 
wood is of no benefit unless stadium 
sales can be understated and an 
equivalent amount of cash withheld. 

While it is easy to make whole 
season tickets out of partial tickets 
by addition of stubs, it is somewhat 
more difficult to do so advan- 
tageously. Occasionally, season 
tickets are turned in for partial 
refund after two or three games 
have been played. If refunds are 
made in cash, it is sometimes pos- 
sible to report the refund at full 
season price, pocketing the differ- 
ence. The addition of stubs restores 
the tickets to their original value 
for inclusion in deadwood. Also, 
season tickets loaned to friends 
for the first two or three games can 
readily be returned to whole ticket 
deadwood. Usually, however, res- 
toration of season tickets is most 
advantageous when used in con- 
junction with ticket substitutions, 
and suggested procedures are in- 
cluded in the section dealing with 
that subject. 

Obviously, if auditors count sea- 
son ticket deadwood immediately 
after the first game, and keep it 
under their control, any procedures 
involving partial season tickets are 
impossible. If they also collect 


and control gate stubs, making 
tickets from stubs is impractical 
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unless arrangements can be made 
to have a gateman collect a few 
stubs. This usually is not profitable 
at stadiums equipped with record- 
ing turnstiles, as gatemen will 
seldom take chances with stub 
shortages unless adequately com- 
pensated. 


SUBSTITUTING TICKETS: 


At first glance, opportunities for 
ticket substitutions appear to be 
limited, due to the practice of 
placing one price on all reserved 
seats regardless of location. How- 
ever, most schools have several 
classifications of season tickets, 
varying from public season at 
about 10% off individual game 
prices, to student tickets at half 
price or less. Alumni season tickets 
and faculty tickets generally fall 
between the two. Seat priorities, 
however, often are assigned in 
reverse order, with students located 
in the best seats. 

The variation in prices between 
classifications of season tickets may 
frequently be used advantageously 
in filling complimentary ticket re- 
quirements. Chance of protest is 
slight if alumni season tickets, for 
example, are sent instead of public 
season tickets, as the recipient 
seldom knows the type of ticket 
which was originally assigned. A 
corresponding number of public 
season sales can then be recorded as 
alumni season sales and cash with- 
held equivalent to the difference be- 
tween the price of the two tickets. 


This method of substitution is 
usually not practical unless cash 
receipts are accessible, and is usu- 
ally impossible if complimentary 
tickets are checked and mailed by 
another department. 

Another method of substitution 
is feasible when individual tickets, 
similar in size and color to single- 
event tickets, comprise a season 
book. Their inclusion in single- 
event ticket deadwood to cover 
shortages, if noticed, is readily 
explainable as having resulted from 
issuing single-event tickets in ex- 
change for season tickets. 

Stub boxes are a prolific source 
of individual tickets from season 
books. Gatemen often inadver- 
tently pull intact tickets instead 
of stubs. Since the season book is 
usually sufficient for seat identifi- 
cation, the unmutilated ticket is 
merely dropped into the stub box. 
Likewise, tickets for unattended 
prior games, which are in books 
presented to gatemen, frequently 
are dropped in with the stubs. 
This source of tickets, naturally, 
is not available at schools which 
control gate stubs. However, at 
stadiums which do not have re- 
cording turnstiles, a clever gate- 
man can pocket a number of intact 
tickets. 

Pulling tickets from season books 
included in deadwood at full value 
is another source of individual 
season tickets. If season ticket 
stubs are available, tickets for the 
first two or three games can be 
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pulled and stubs substituted, mak- 
ing “exchanged” tickets as previ- 
ously described. When stubs are 
not available, single tickets can 
usually be pulled from a number of 
season books with but slight chance 
of detection. 

At schools which prohibit ex- 
changes of one classification of 
tickets for another (unless the 
difference in price is collected), 
the risk involved in substituting 
individual tickets from season books 
for single-event tickets is out of 
proportion to possible profits. If, 
in addition, season tickets are a 
different size than single-event 
tickets, the method becomes com- 
pletely impractical. 


CONVERTING TICKETS: 


It is usually impossible for a 
school to anticipate all ticket re- 
quirements at the time tickets are 
printed. While some leeway can 
be gained by printing two types of 
tickets for the same seats (e. g., 
blocks of single-event tickets often 
overlap season ticket locations), it 
is often necessary to “convert” 
tickets from one classification to 
another. Conversion is usually 
accomplished by overstamping the 
price printed on the ticket with 
the new price. 

Conversions are usually recorded 
by showing a reduction of tickets 
printed of the old classification and 
setting up a corresponding number 
of tickets printed of the new classi- 


fication. ‘‘After the fact’’ recording 
is common, and generally the 
number of tickets converted can 
be shown at any amount deemed 
advisable. 

Many schools sell season tickets 
at discount after the first game, 
converting to lower-priced tickets 
after each successive game. It is 
ordinarily possible to overstate 
both the number of sales which 
were made at discount and the 
number of tickets converted, with- 
holding the equivalent amount of 
cash. If individual tickets for the 
unattended games are required as 
evidence of conversion, they are 
readily obtainable from stub boxes 
as previously described. If season 
tickets are represented by single 
seat identification checks with a 
series of stubs, one for each game 
(strip tickets), stubs taken from 
stub boxes can be presented as 
proof of the conversion. This 
method, of course, is impossible if 
discount sales of season tickets are 
prohibited. 

It is usual to receive a block of 
choice seats for games held in the 
opponent’s stadium, often with a 
privilege of selling tickets to stu- 
dents at a discount. Usually, it is 
a routine matter to overstate the 
number of tickets converted for 
sale to students and correspond- 
ingly misstate sales. Access to 


cash often is not necessary if tickets 
sold to scalpers can be recorded as 
student sales. As reporting to the 
opponent is usually based on ticket 
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records, there is little chance of 
detection. 

Some schools require all conver- 
sions to be made by an independent 
department (often the school print 
shop overprints the price). The 
original tickets are charged out to 
the department which, in turn, 
charges the converted tickets back 
to the custodian. If this system is 
used, it is dangerous to overstate 
conversions. 


COMPLIMENTARY TICKETS: 


Demands upon colleges and uni- 
versities for complimentary tickets 
are tremendous. All newspapers 
and political officeholders within 
commuting distance believe that 
they have a vested right in a pair 
of free tickets. Few schools care to 
test the power of the press or incite 
the wrath of a bureaucrat by failing 
to send expected tickets. As a re- 
sult, it is often harder to delete a 
name from a complimentary list 
than to put one on. 

One of the neatest methods of 
placing names on a complimentary 
list is also the simplest. Most 
schools guard against omitting 
names by using the prior year’s 
complimentary list as a basis for 
the current list. It is usually no 
problem to salt the old list with a 
few fictitious newspapers or indi- 
viduals, and, over a period of a few 
years, lists can be padded with 
dozens of names. 

Tickets (or exchange orders en- 
titling holder to tickets on presen- 


tation or on payment of federal 
tax) which are allocated to ficti- 
tious individuals can either be 
withheld from mailing or retrieved 
from mail returned for lack of 
proper address. Usually, tickets 
stamped “complimentary” can be 
returned to deadwood and un- 
stamped tickets withdrawn. Nor- 
mally, however, ticket stamping 
procedures can be circumvented, 
particularly if exchange orders are 
used. 

It is often sufficient to alter the 
complimentary list by increasing 
the number of tickets allocated to 
a few individuals, if the extra 
tickets can be withheld from mail- 
ing. This is particularly appli- 
cable if it is necessary to work with 
an approved list, although, some- 
times, names can be added at the 
bottom of a page, or an additional 
page can be inserted. Alteration of 
an approved list is inadvisable at 
schools which type lists on num- 
bered forms and require pages to 
be ruled after the last name. The 
method should be strictly avoided 
if, in addition, each page and each 
correction must be approved. 

When exchange orders are used, 
uncalled-for complimentary tickets 
offer an excellent opportunity to 
cover deadwood shortages. Since 
exchange orders frequently are lost 
or have been forgotten when calling 
for tickets, they generally are 
replaced without question. A 
number of exchange orders may be 
prepared using the names of indi- 
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viduals who did not present their 
original orders for redemption. 
Their inclusion in the tabulation 
of complimentary tickets issued 
automatically reduces the number 
of tickets to be accounted for as 
deadwood. 

A few schools send all regular 
complimentary tickets by regis- 
tered mail, checking returned re- 
ceipts against the approved com- 
plimentary list. If this procedure 
is in effect, and persons mailing 
tickets are forbidden access to 
ticket inventory, these methods 
of complimenting tickets, of course, 
are not feasible. 

Despite the fact that a majority 
of complimentary ticket demands 
are known at the beginning of a 
football season, most schools find 
it necessary to give hundreds of 
single-event tickets to visiting fire- 
men and local dignitaries. Usually 
such tickets are distributed by 
school officials having public re- 
lations duties. Often these officials 
withdraw, on consignment, blocks 
of choice seats and subsequently 
return unissued tickets and report 
tickets issued. 

Accounting, in any form, is fre- 
quently outside the field of experi- 
ence of the officials. Often their 
records are so incomplete that it 
becomes necessary to arbitrarily 
state complimentary tickets issued 
at whatever amount may be neces- 
sary to clear the consignment 
account. Thus, there are usually 
numerous opportunities to over- 


state the number of tickets con- 
signed or to understate the return 
of unissued tickets. Two examples 
are sufficient to give the pattern 
which can be followed: 


1. Frequently important individuals desire 
to purchase tickets. Since the best 
seats usually have been pre-empted, it is 
not unreasonable to obtain the required 
choice seats from one of the officials, 
If the official does not maintain adequate 
records, failure to credit his consign- 
ment account with these tickets will 
automatically increase the number of 
complimentary tickets which will be 
reported as issued. This makes an equal 
number of tickets available for sale to 
scalpers. 


bo 


. Most school officials are pestered by a 
constant stream of self-centered indi- 
viduals who demand better seats than 
those obtainable through regular chan- 
nels. Often the officials send their 
secretaries to the ticket custodian to 
obtain the best unrestricted seats. It is 
often possible to obtain a consignment 
receipt for the tickets even though the 
money is paid to the ticket cashier and 
the transaction reported as a regular 
sale. In the unlikely event that the 
additional consignments are questioned, 
the consignment receipts are generally 
sufficient to prove that honest errors 
were committed. 


A few schools have taken steps to 
control the issue of single-event 
complimentary tickets. Some allo- 
cate specific tickets to each official 
and require listing of the individuals 
to whom the tickets were issued. 
Others set aside a block of choice 
tickets which may be issued only 
on presentation of properly ap- 
proved ticket orders. At these 
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schools, opportunities for compli- 
menting tickets for single events 
are severely restricted, particularly 
when ticket orders, which must be 
countersigned by the person who 
approves the regular complimentary 
ticket lists, are required. 


MAKING UNAUTHORIZED SALES: 


Few schools maintain records 
which permit determination of un- 
sold seat locations without refer- 
ence to the ticket deadwood. Often 
individuals’ preferences take prece- 
dence over priority classifications, 
and hundreds of tickets, spotted 
throughout the stands, may be 
withdrawn prior to the regular 
processing of ticket applications. 
As a result, accounting for consecu- 
tive sequence of seat locations be- 
comes impossible, and choice seats 
may be withdrawn and sold to 
scalpers. Detection is unlikely if 
ticket records are kept in balance 
by one or more of the various 
methods which have been described 
or if the unauthorized sales are 
recorded in a routine manner. 

Ordinarily, ‘‘sell-out’’ games pro- 
vide the most profitable oppor- 
tunities for unauthorized sales, as 
even the least desirable seats can 
be sold at substantial premiums. 
Selling procedure is simple and 
almost foolproof. Tickets to be 
sold are merely placed in a “‘will- 
call’”’ envelope to be picked up by 
the scalper or his messenger. The 
sale will be consummated and 
reported in a routine manner when 


the tickets are called for and 
payment is made. The premium, 
of course, is collected direct from 
the scalpers. 

Some classifications of restricted 
season tickets can also be sold via 
the “‘will-call’” route. However, it 
is generally necessary to be a ticket 
seller to make unauthorized sales of 
student or faculty season tickets, 
inasmuch as their presence in “‘will- 
call” probably would raise ques- 
tions. 

A few schools have taken steps 
to eliminate unauthorized sales by 
complete segregation of the duties 
of the ticket custodian from all 
other ticket activities. When there 
is also physical separation of the 
ticket vault from the ticket office, 
with access to each strictly limited 
to the respective employees, the 
“‘will-call” method of unauthorized 
sales is impractical without col- 
lusion. 

There is, however, a _ simple 
method of circumventing these re- 
strictions whenever there is a public 
sale of tickets. It consists merely of 
exchanging choice tickets for poor 
tickets purchased over the counter. 
While the premiums which can be 
collected are considerably less than 
“sell-out” game ticket premiums, 
they are large in relation to the risk 
involved. 

A few schools have set up ticket 
distribution procedures which re- 
quire that consecutive seat locations 
within each priority classification 

(Continued on page 28) 
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Montgomery’s Auditing 

The seventh edition of Colonel 
Montgomery’s standard reference 
work on “Auditing” is now off the 
presses. This edition also bears the 
names, as co-authors, of Messrs. 
Norman J. Lenhart and Alvin R. 
Jennings. The publishers describe 
the seventh edition in part as 
follows: 


It offers the latest word today in auditing 
counsel, policy, procedure, ethics; the 
cumulative experience of the accounting 
profession. It is the book which has been 
relied upon by accountants and quoted in 
courts of law through six widely-used 
editions. 


This great new 7th Edition, completely 
rewritten in the light of the latest auditing 
developments, brings you the same kind of 
judgment 


expert guidance and mature 
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long identified with Montgomery’s Auditing 
—plus a great deal more. 

It gives full recognition to recent work 
and findings of professional organizations; 
effects of government regulation, legislation, 
court rulings; views of business. Cover to 
cover, Montgomery’s Auditing is completely 
up to date and abreast of the times. It 
gives you, in one single source, the benefit 
of the highest professional experience, and 
judgment as to what is “good” auditing 
today. 

In addition, the new Montgomery’s 
Auditing brings to busy auditors and 
accountants practical, time-and-work- 
saving features designed to increase its 
day-to-day usefulness many fold. For 
example: 

In each chapter dealing with a major 
balance sheet or income account, discussion 
is classified under four main headings: 
Accounting Principles—Internal Control— 
Auditing Procedures—Statement Presenta- 
tion. This allows the reader to directly 
examine each of the four vital factors on 
which the Audit Report must be based— 
for each account—without reading through 
long pages of general discussion. 

Internal Control Questionnaire forms, 
ready for immediate adaptation and use, 
turnish a uniform, permanent record of 
appraisal of the internal control system in 
every kind of business. Questions are worded 
for “‘yes’’ and “no”? answers—affirmative 
replies showing soundness of internal check, 
negative replies warning of need for further 
investigation. 

Timely information on requirements of 
the Securities and Exchange Commission 
from the accountant’s point of view is pro- 

vided in a detailed, quick-reference chapter. 
Included are valuable pointers on legal 
responsibilities, digests of the Acts them- 
selves, and numerous specimen forms, 
letters and certificates. 

A special section in each account-chapter 
signalizes related accounts which should be 
examined in connection with the account 


under consideration, and facilitates audit 
planning for maximum efficiency. 


Every member of our organiza- 
tion is urged to study the new 
edition; he will find its careful 
reading of great benefit to his pro- 
fessional development and enhance 
his usefulness to our clients. 


Colonel Montgomery’s 
Gift to The 
New York Botanical Garden 


The New York Times of May 27, 
1949 in reporting the annual meet- 
ing of the Board of Managers and 
members of The New York Botani- 
cal Garden said in part: 


One of the highlights of a day-long pro- 
gram was the dedication of a conifer 
collection, the gift of Col. Robert H. 
Montgomery, of Cos Cob, Conn., and 
Coconut Grove, Fla. This collection of 
rare evergreens, it was said, is unrivaled in 
this country and probably in the world. 

Colonel Montgomery spent years acquir- 
ing these unusual specimens of hemlocks, 
larches, yews, junipers, pines, firs and 
spruces. They were planted in a beautiful 
natural setting at the southern end of the 
grounds, at the edge of a Green Oval 
Garden, designed by Marian Coffin, land- 
scape architect. 

The Green Oval Garden contains the 
rarest class of plants in the collection— 
dwarf spruces that vary in height from 
prostrate, almost moss-like plants to sturdy 
individuals with a ten-foot height and 
spread. 


The New Yorker Magazine, in its 
issue of June 11, 1949, also reported 
the meeting under the heading 
“Fun and Horticulture.” The piece 
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concluded with an interview with 
Colonel Montgomery, who, after 
remarking that he started raising 
conifers in 1930, stated that “A 
hobby adds ten years to your life. 
Around 1940, I began raising palms 


at my winter place, in Coconut 
Grove, Florida. I think I’ll start on 
oaks next year.” 

The Conifer Collection may be 
seen daily at the Green Oval Garden 
from 10 a.m. to dusk. 


Do We Want Opinions by Default? 
(Continued from page 10) 


ments prepared on the cash basis 
can and do adequately and fairly 
present position and results, the 
accountant has no problem which 
arises from the use of that basis. 
The following paragraph which 
I have selected from a case in my 
experience seems to me to suitably 
deal with the situation where the 
cash basis is inherently incapable 
of accomplishing the desired results: 


It has been the practice of your firm, and 
of many other professional firms, to main- 
tain their accounting records on a general 
basis of cash receipts and disbursements. 
While such method of keeping accounts 
meets the requirements of firms such as 
yours, it has limitations in that financial 
statements drawn up from books kept on 
that basis do not portray the firm’s financial 
position at any given date nor the results 
of its operations for any definite period as 
they would be determined from the appli- 
cation of generally accepted accounting 
principles. However, in our opinion, the 
accompanying balance sheet at December 
31, 1948, and the related statement of 
income and partners’ capital for the year 
then ended are fairly stated on the general 
basis of cash receipts and disbursements. 


Summary: Statement 23 is a 
declaration of professional ethics— 
self-imposed standard of disclosure 
which concerns only the account- 
ant’s report. It recognizes that it 
is our obligation—not that of those 
who rely upon our reports—to 
appraise the significance of our 
auditing. 


Statement 23: 


Does not circumscribe the area 
in which the accountant may serve, 


Does not establish any quali- 
tative or quantitative standards to 
which the work done must conform; 
hence, does not interfere with the 
accountant’s freedom to determine 
the nature and scope of the auditing 


procedures appropriate to any 
engagement, 
Does not tell the accountant 


what his opinion shall be, and 
lastly, 


If adopted and intelligently insti- 
tuted in practice, should not ad- 
versely affect client relations. 
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Notes 


Boston Office 


Appointments to committees of 
the Massachusetts Society of Cer- 
tified Public Accountants, Inc. in- 
clude the following members of our 
Boston office: 


Mr. Harvey—Member of Legislation Com- 
mittee and Past Presidents’ Advisory 
Committee 

Mr. Hunter—Member of Past Presidents’ 
Advisory Committee 

Mr. Perry—Member of Past Presidents’ 
Advisory Committee and Member of 
Nominating Committee 

Mr. James K. Sanborn—Chairman of Com- 
mittee on Accounting and Auditing 
Procedure and Member of Executive 
Committee 

Mr. Francis E. Moore—Chairman of Com- 
mittee on Education 

Mr. Joseph B. Fyffe—Member of Commit- 
tee on Publications 

Mrs. Ruth M. Welton—Assistant Secretary 
and Member of History Committee 


Active in town and municipal 
affairs: 

Mr. Perry—Treasurer of Newton-Wellesley 
Hospital, Director of Massachusetts Blue 
Cross 

Mr. Hunter—Serving second term as a 
director of the Massachusetts Federation 
of Taxpayers Associations, Inc. and third 
term as President of Needham Taxpayers’ 
Association 

Mr. James K. Sanborn—Chairman of Town 
of Needham Salary and Wage Committee 

Mr. Francis E. Moore—Member of Town 
of Braintree Finance Committee 

Mr. Herman Stuetzer, Jr.—Member of 
Town of Hingham Advisory Committee 

Mr. E. W. L. Page—Member of Needham 
Hospital Building Committee 


Mr. John B. Moore—Water Commissioner, 
Town of Milton 

Mr. Robert P. Beach—Member of Natick 
Town Affairs Committee 


Chicago Office 


Mr. Clarence W. Schelb spoke to 
the National Association of Budget 
Officials on April 1, 1949 on the 
subject “Controlling Certain Dis- 
tribution Costs with a Budget.” 
He is also conducting a series of 
lectures on “Simplified Cost Ac- 
counting” for the Chicago chapter 
of “The Non-Ferrous Founders’ 
Society.” 


Detroit Office 


Mr. Russell presented a paper to 
the Women’s C. P. A. Association 
of Michigan on “Interpretations of 
Financial Statements.” He also 
acted as Moderator at a discussion 
panel of the Midwest Regional Cost 
Conference on the subject “What 
Should Be Included in Product 
Costs.” 

Messrs. E. J. Hussey, J. F. 
Sergent and H. R. Stacks received 
their C. P. A. degrees after passing 
the November, 1948, examination. 

Miss Anne E. Hutchinson was 
honored on March 12 in celebration 
of her completion of twenty years 
with the Detroit office. 
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Houston Office 


Mr. W. P. Crouch was elected 
chairman of the Houston chapter 
of the Texas Society of Certified 
Public Accountants for the ensuing 
year. 


Los Angeles Office 


Messrs. L. M. Bradley and H. C. 
Vournas passed the November Cali- 
fornia C. P. A. examination. 

Mr. H. G. Bowles has been ap- 
pointed a Director of the Cali- 
fornia Society of C. P. A.’s and 
Chairman of the Housing sub- 
committee of the 1949 Annual 
Meeting Committee of The Ameri- 
can Institute of Accountants. 


Philadelphia Office 


The following members of our 
staff have been elected to member- 
ship in the Pennsylvania Institute 
of C. P. A.’s: 

Rufus F. Alkins 
Woodley W. Chandler 
Everett S. Clymer 
Robert G. Compton 
Anthony J. Dilenno 
Patrick E. Dooley 
Richard T. Farrand 
Thomas B. Good 
Britton H. Miller 
Dominic J. Morris 
William J. Murray 
William L. Rosenberger 
Burton L. Tacke 
Robert E. Walley, Jr. 


Those who have passed the recent 
Pennsylvania State Board examina- 
tion and have received their C. P. A. 
certificates are: 


Walter T. Brown 

Robert H. Browse 

William G. Casey 

Leon Daniels 

Joseph C, Dise 

James F. Dulin 

Edward M. Eddleman 

H. Donald Grim 

Harold G. Hunsberger 

James E. Meredith, Jr. 

Walter F. Raab 

George W. Schelle, Jr. 

Perry N. Wehr 
Mr. Browse also passed the ex- 
amination for a C. P. A. certificate 
in the District of Columbia. Mr. 
Wehr is now with the New York 
office. 

Mr. Mahon spoke before the 
Hagerstown, Md. Chapter of N. A. 
C. A. on the subject ‘“Tax Depreci- 
ation’’; he also addressed the Second 
Annual Tax Practitioners Forum 
of the University of Pittsburgh on 
“The Pennsylvania Capital Stock 
and Franchise Taxes,” conducted 
jointly with the Allegheny County 
Bar Association through its Com- 
mittee on Lawyers Institutes and 
Post Admission Legal Education, 
and the Pittsburgh Chapter of 
the Pennsylvania Institute of 
C. P. A.’s. On May 9th he lec- 
tured on “‘Accounting Alternatives 
to Reduce Business Taxes” at the 
Third Institute on Taxation spon- 
sored by The Pennsylvania State 
College, at State College, Pennsyl- 
vania. 

Mr. Frederick Martin spoke be- 
fore the Cincinnati Conference of 
the National Association of Bank 
Auditors and Comptrollers on April 
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14th on ‘The Internal Audit in 
Smaller Banks.” 

Mr. Albert E. Miller talked to 
the auditing class at Gannon Col- 
lege, Erie, Pennsylvania, in March. 

Mr. Harry C. Zug on February 
19th addressed a group of high 
school students at the Vocational 
Guidance Conference held at and 
sponsored by Drexel Institute of 
Technology. He also spoke on 
April 2lst before the Wharton 
Accounting Society at the Univer- 
sity of Pennsylvania on “Post 
College Education in Account- 
ancy.” 

Mr. Cyril P. Gamber was the 
speaker on April 29th on “Installa- 
tion of Accounting Systems” at one 
of the afternoon sessions of the 
Philadelphia Accounting Forum, 
under the auspices of the Phila- 
delphia Chapter of the Pennsyl- 
vania Institute of C. P. A.’s in co- 
operation with eight colleges and 
universities in this area and with 
the Controllers Institute of Ameri- 
ca, National Association of Cost 
Accountants, and Institute of In- 
ternal Auditors, Inc. 

On May lst, H. Ronald Paige, 
secretary to Mr. Ross, completed 
his quarter century with the firm 
and thereupon became a member of 
the Quarter Century Club of the 
Philadelphia office. He received 
the congratulations and well wishes 
of his associates and was presented 
with a gold pocket watch engraved 
to commemorate the occasion. 

The first ‘Stag Outing’’ was held 


May 23rd at the Tavistock Country 
Club, with the Firm acting as host 
to the male members of the staff 
and office, guests from other offices, 
and a number of former members of 
our organization. Tavistock was a 
beehive of industry with approxi- 
mately 175 athletes (?) competing 
for prizes in golf, softball, volley 
ball, quoits, putting, cards, photog- 
raphy, and the less strenuous but 
noisy art of kibitzing. Activities 
were continuous throughout the 
day, pausing only for an excellent 
buffet lunch. 

After a full and satisfying day, 
the muscle-weary contestants as- 
sembled for dinner. Mr. Hewitt, as 
Master of Ceremonies, ably assisted 
by Messrs. Hood and Sinclair 
(et al), distributed the many prizes. 
The chief golfing trophy, the Drab- 
enstadt Cup, awarded for the low 
net medal-play score, was won by 
Alexander McIver with 96—22= 74. 

One of the highlights of the 
occasion was the gracious announce- 
ment by one of our former associ- 
ates, George Harrison, now with the 
Philadelphia National League Base- 
ball Club, that all the participants 
in the softball contests would re- 
ceive box seats or passes for one of 
the Phillies’ home games. It was 
amazing how many tried to claim 
that their favorite sport for the day 
had been softball! 

The eight low gross scorers in the 
medal play golf tournament are 
currently competing for The Adam 
Averell Ross Golf Memorial 
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Trophy, placed in annual match 
play competition by Mr. T. Edward 
Ross. The winner of this tourna- 
ment will be awarded a silver cup 
and his name will be engraved on 
the Memorial Trophy. 

All present at the outing praised 
highly the efforts of the committee 
in making the day a success, and 
everyone joined in a toast of thanks 
to Mr. Hood for his part in making 
this an occasion to be remembered. 


New York Office 


Mr. Richardson spoke at the 
Third Annual Area Conference of 
the Massachusetts, Connecticut and 
Rhode Island Societies of C. P. A.’s 
on April 11th. His subject was 
“Current Developments toward 
Tax Law Changes.” He also at- 
tended a testimonial dinner to the 
judges of the United States Tax 
Court, sponsored by the Tax Sec- 
tion of the American Bar Associ- 
ation, in Washington, D. C. on 
June 3rd. 

Mr. Jennings spoke at the Uni- 
versity of Michigan on June 15, 
1949 at the Graduate Study Con- 
ference and will act as a discussion 
leader at Rutgers University Sep- 
tember 7, 8 and 9, 1949. 

Mr. Bell spoke on Lifo in rela- 
tion to valuations of retail inven- 
tories at the May 19th Technical 
Meeting of the New York State 
Society of C. P. A.’s. 

Mr. William P. Pyne has been 
advanced from Associate to Mem- 


ber of the New York State Society 
of C. P. A.’s. 

Mr. Lambert H. Spronck was 
chairman of the New York Chapter 
of N. A. C. A. discussion group this 
past season which considered the 
general subject “How to Put a 
Budget into Operation.” He led 
the discussion at five of the meet- 
ings and Mr. T. C. Pleim at one of 
them. Mr. Spronck also spoke on 
production budgets before the bud- 
get group of the Brooklyn Chapter 
of N. A. C. A. 

On Tuesday, June 21st, the first 
section of the Fifteenth Annual 
Outing of the New York office was 
held at the Pelham Country Club, 
Pelham Manor, New York. 

There were approximately 175 
present during the day, including 
partners and staff members of the 
New York office; Mr. Kork of our 
Cleveland office; Mr. Giles of our 
San Francisco office; Carl Anderson, 
John Campbell, George Compton, 
Cyril Gamber, Jim Gelbert and 
Corning Pearson of our Philadelphia 
office; and William Bevemann, Ed- 
ward Hastings and Arthur Resch 
of our Pittsburgh office. We were 
also fortunate in having present 
fourteen alumni members of the 
L. R. B. & M. organization. 

There were four additions to the 
Quarter Century Club of the New 
York office (Arthur Ambler, W. H. 
(Dave) Davidson, John Farrar and 
Herman Tufel), who were present 
to receive suitably inscribed gold 
watches from Mr. Lybrand to 
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commemorate the years of pleasant 
association. 

In addition to golf with 90 
players participating for the excep- 
tional assortment of prizes, there 
was swimming, horseshoe pitching 
and softball for the other contes- 
tants. The silver plate for the low 
net golf score of the day was won 
by Jim Hickey. 

Mr. Sinclair was again in his 
usual rare form as host and toast- 
master, and made his regular annual 
comments on the exceptionally fine 
work of the Outing Committee, 
with special reference to the 
methods adopted to insure fairness 
in the distribution of prizes. 


St. Louis Office 


On the eve of his departure for 
Los Angeles Mr. Warner was the 
guest of honor at the annual meet- 
ing of the St. Louis Chapter of the 
Missouri Society of Certified Public 
Accountants. As a token of their 
regard a group of members pre- 
sented Mr. Warner with a beautiful 
gold wrist watch, bearing the in- 
scription ““R. S. Warner, From His 
Fellow C. P. A.’s in St. Louis, 
1949.” In making the presenta- 
tion, tribute was paid to Mr. 
Warner’s contributions to the pro- 
fession in Missouri over the span of 
his thirteen years of practice there, 
particularly his years of service as a 
member of the Missouri State Board 
of Accountancy. Mr. Warner, in 
turn, spoke of his personal regrets 
at leaving so many friends and re- 





ferred with satisfaction to the 
growth of unity within the profes- 
sion in Missouri during recent years. 
At the same meeting Mr. J. W. 
Bower was elected to serve Mr. 
Warner’s unexpired term on the 
Council of the State Society. 

Mr. Joseph W. Bower spoke on 
April 22nd before the Midwest 
Economics Association at St. Louis 
on the subject “Accounting Sys- 
tems from the Point of View of the 
Independent Public Accountant.” 


San Francisco Office 

Mr. Giles is chairman of the com- 
mittee arranging the Graduate Ac- 
counting Study Conference to be 
held at Stanford University from 
June 29th to July Ist, 1949. Mr. 
Walter G. Draewell will act as dis- 
cussion leader at one of the sessions. 


Seattle Office 
Mr. Aiken addressed the two 
spring graduating classes of the 
College of Business Administration 
of the University of Washington on 
“Verification.” 


The following members of our 
organization have been admitted to 
membership in the American Insti- 
tute of Accountants: 

George de Cervantes, Los Angeles 

Norman A. Bolz, Detroit 

Wayne G. English, Detroit 

Ernest C. Janson, Jr., New York 

William A. Mauch, Cincinnati 

Charles P. Schuller, Baltimore 

Leonard M. Sundquist, San Francisco 

Robert E. Walley, Jr., Philadelphia 

Laurence J. Wilson, Detroit 

Edward H. Zelles, New York 
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How to Make Money Selling Tickets 


(Continued from page 19) 


be assigned in the order of the re- 
ceipt of ticket applications. Since 
the sequence of seat locations is 
necessarily accounted for in a 
routine manner, unauthorized sales 
at these schools are extremely 
dangerous. 





Few college or university officials 
seem to be aware of the many possi- 
bilities for ticket manipulations. 
While they frequently become wor- 
ried by the extent of ticket scalping 
and occasionally instigate investi- 
gations (which are usually ineffec- 
tual), they are lulled by the belief 
that the buyer of scalped tickets is 
the only one to sustain a loss. They 
do not seem to realize that the 
school may not have received pay- 
ment for the tickets which are sold 
by the scalpers. They become 
bewitched by the word “compli- 


mentary” and fail to realize that, 
if the tickets were obtained by 
including fictitious names on a non- 
mutual complimentary list, the 
school not only suffers a loss of 
income, but, in addition, must pay 
the opponent and the government 
their share of the ticket amounts. 
They seem to think in terms of 
two- and three-dollar tickets and 
do not recognize the existence of 
thousand-dollar ventures. 


A carefully integrated program of 
internal control measures and audit 
techniques can prevent ticket ma- 
nipulations of the types described in 
the foregoing article. Thousands of 
dollars may be saved without inter- 
fering with the legitimate distribu- 
tion of tickets. Few schools can 
afford not to take the proper 
preventive and audit measures. 
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